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Introduction

This annual report sets out key information
about how the Fund is managed for the
benefit of all employing bodies, contributors
and beneficiaries.

Review of fund performance

During 2006-2007 the Surrey Fund returned 7%,
exactly in line with both the customised
benchmark return and average local authority
return. Returns in 2006-2007 were good
compared with assumptions but clearly not as
good as 2005-2006 when the Fund returned
24.9%. Performance figures for the Fund’s
managers are shown on page 19 and Paul
Meredith, the Fund’s independent adviser,
explains the market background in some depth

on page 13.

The Investment Advisors Group (IAG) takes a
long-term view of investment performance.
We will not have rolling 3-year performance
figures compared to the current customised
benchmark until February 2008. We do still
subscribe to the local authority peer group and
over a rolling 3-year period to the end of March
2007 the Fund returned 14.4% p.a. compared to
the local authority average of 14.3% p.a.. This
placed the Fund in the sth decile in the local
authority league table — which is outside our
target of top quartile but all local authorities
have differing asset allocation strategies, which
are dependant on fund liability structures. We
are therefore not comparing like with like when
assessing performance against the peer group,
although it is a useful reference point for us.

Fund management structure

Some managers disappointed over 2006-2007
and struggled to outperform against
benchmark. The IAG reviews manager
performance on a regular basis and assesses
the potential for reaching targets over the

longer-term. Decisions to terminate manager
mandates are not taken lightly — the old adage
that past performance is not always a guide to
future performance is worth remembering. It is
crucially important to make an assessment of
the costs of change — whether these be explicit
costs in relation to portfolio turnover, or the
time and expertise involved in implementing
decisions. There is also the potential cost
associated with terminating managers simply
because the market environment is not
favourable to a manager’s investment approach
over the short-term. Such regret risk is a major
factor to consider.

During 2006-2007 one of the UK equity
mandates (Soc Gen) was terminated. This was a
consequence of a review of the Fund'’s asset
allocation structure, which has resulted in a
reduction in the Fund’s allocation to UK equity,
coupled with concerns about the manager’s
long-term ability to meet performance
expectations. Assets previously held by Soc Gen
were transferred to the Fund’s passive manager
(Legal & General) to be managed on a temporary
basis pending the appointment of a new global
equity manager.

The decision to increase the Fund’s weighting to
global equity was drawn from the results of an
asset-liability modelling study, which took place
late in 2006. The study confirmed that the
Fund’s allocation to equities v bonds/property
should be maintained. Further work was
undertaken to assess whether the allocation to
equities should be revised — and it was
concluded that the weighting to global equity
should be increased at the expense of UK equity.
It was also agreed to increase the Fund’s
weighting to property and to investigate the
potential for awarding a currency mandate.
These matters should be resolved early in 2008.



The year ahead

Looking forward, we have a number of major
challenges. We continue to have a large
number of managers to work with and monitor.
We will also be implementing the changes in
the Fund management structure that were
instigated during 2006-2007. Finally, and of
most concern to the employers in the Fund,

we will be receiving the results of the 2007
actuarial valuation.

Wt

Philip Walker
Head of Finance
October 2007
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Five Year Profile

Financial Summary

2002/03 2003/04 2004los 2005/06 2006/07
fooo fooo fooo £000 fooo
Contributions 105,242 102,357 107,106 122,046 120,932
Less benefits and expenses paid 67,770 70,701 77,272 81,393 92,422
Net additions 37.472 31,656 29,834 40,653 28,510
Net investment income ** 25,576 39,682 24,516 27,900 30,600
Change in Market Value (240,153) 189,320 107,797 281,492 76,770
Net return on investments (214,577) 229,002 132,313 309,392 107,370
Net increase in fund (177,105) 260,658 162,147 350,045 135,882
Fund balance at 31 March 844,897 1,105,555 | 1,267,702 | 1,617,747 | 1,753,629
(Market value)

**Net of expenses

Annual increase/(decrease) to the Fund

2006/07

B Net return on
2005/06 investments
2004105 B Net additions
2003/04
2002/03

fO000 -250 -200 -150 -100 -50 O 50 100 150 200 250 300 350

Fund balance at 31 March £1.754m
£1,618m '
£1.106m £1,268m
£845m
2003 2004 2005 2006 2007




Membership Summary

2002/03 | 2003/04 | 2004lo5 | 2005/06 | 2006/07
Contributory employees
Scheduled bodies 20,187 20,743 21,184 22,122 23,781
Admitted bodies 1,593 1,612 1,796 1,719 1,574
21,780 22,355 22,980 23,841 25,355
Pensioners and dependants
Scheduled bodies 13,112 13,426 13,736 14,109 14,816
Admitted bodies 712 770 839 906 997
13,824 | 14,196 14,575 15,015 | 15813
Deferred pensions
Scheduled bodies 11,879 12,209 13,674 15,431 17,606
Admitted bodies 907 945 1,037 1,189 1,321
12,786 13,154 14,711 16,620 18,927
Total membership 48,390 49,705 52,266 55,476 60,095
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Pensions Report

Regulatory Background

Pensions regulations

The Local Government Pension Scheme
Regulations 1997 are made under the 1972
Superannuation Act and require the County
Council to maintain a pension fund for certain
of its own employees together with the
majority of employees of Probation
Committees, the District Councils within the
County area and eligible employees within the
Surrey Police Authority and former County
Educational Establishments. The same
regulations empower the County Council to
admit certain other bodies to the Fund and a list
of such bodies within the Fund is shown on
page 33. The regulations also allow for the
admission of private sector contractors
providing outsourced services. The Fund does
not cover teachers and fire fighters for whom
separate statutory regulations exist.

The Fund is financed by contributions from
employees and employers, together with
income earned from investments. The surplus of
contributions and investment income over
benefits currently being paid is invested.

The core benefits payable under the 1997
Regulations are mandatory. In addition the
regulations have become more flexible to give
members and employers the maximum freedom
of choice in determining their benefits package.
Employees’ contributions are now standardised
at the rate of 6% of pensionable pay although
there is a protected rate of 5% for certain
existing employees who were previously classed
as manual workers.

Employers’ contribution rates are set following
each Actuarial Valuation. A valuation of the
Fund’s financial position must be made every
three years when the Actuary certifies the

employers’ rates payable until the results of the
next valuation are known.

Under the regulations employer contributions
are determined in two parts.

« a common rate based on the existing and
prospective liabilities of the Fund having
regard to the circumstances common to all
the participating employers and to the
desirability of maintaining as nearly constant
a rate as possible and

« individual adjustments arising from
circumstances peculiar to an individual
employer.

Pensions paid to retired employees, and benefits
with a deferred payment date, are subject to
mandatory increases under pensions increase
legislation. The cost of inflation-proofing
benefits is funded through the employers’
contribution rate.

Employers’ contributions in 2006/2007

The results of the actuarial valuation undertaken
at 31 March 2004 applied for the three years
commencing 1 April 2005 as detailed below:

« The common contribution rate payable by
each participating body in order to maintain
funding for future service at 100% of
liabilities is 193% of pensionable employees’
contributions and

« an individual adjustment to the common rate
which is expressed as a percentage of
pensionable employees’ contributions
together with a cash amount for most
Scheduled Bodies.

The basis and assumptions used are found in the
Actuary’s disclosure statement on page 20.



The contributions payable by scheme employers
in 2006/2007 are shown on pages 31 — 33.

Future contribution rates

The contribution rates applying in the three-
year period commencing 1 April 2005 were
determined by the Actuary on completion of his
triennial review of the Fund as at 31 March
2004. He assessed the Fund’s current and future
liabilities and determined that it was necessary
to increase the rate of employers’ common
contribution from 160% to 193% of pensionable
employees’ contributions. He also determined
the additional annual sums to be paid by most
employers to ensure a return to 100% solvency
over the average future working lifetime of the
members (20 years).

The contribution rates applying for the
three-year period commencing 1 April 2008
will be determined by the Actuary on
completion of his triennial review of the Fund
as at 31 March 2007.

Annual Review

Amendments to the Local Government Pension
Scheme Regulations 1997

The Department of Communities and Local
Government (CLG) have published amendment
regulations to introduce a new look Local
Government Pension Scheme from 1 April 2008.

The CLG had promised that the regulations to
introduce the new scheme would be published
in time to allow a 12-month lead in to the actual
implementation of the new scheme on 1 April
2008. Unfortunately, the CLG have not met this
deadline and, at the time of writing this report,
two of the three major pieces of amending
regulations are still in draft form and the final

regulations that have been published contain
several errors that require amending. Therefore,
the following summary of the main provisions
of the new scheme may be subject to some
change before April 2008.

Membership

Employees will only be able to join the scheme if
they have a contract of employment of three or
more months’ duration.

Contributions

Currently the majority of employees pay 6% of
their pay in pension contributions, with some
ex-manual workers paying a lower rate of 5%.
Under the new scheme employees will pay
pension contributions at a rate determined by
their full time equivalent level of pay as follows:

FTE Pay Contribution rate
fo - £12,000 5.5%
£12,00001 -  £14,000 5.8%
£14,00001 - £18,000 5.9%
£18,00001 - £30,000 6.5%
£30,000.01 - £40,000 6.8%
£40,000.01 - £75,000 7.2%
£75,000.01 or more 7.5%

The increase in contribution rate for the
ex-manual worker employees paying 5% will
be phased in, so that by April 2011, they will be
paying the appropriate rate under the

above table.

Currently the average employee contribution
rate for the scheme as a whole is 5.8%. It is
envisaged that under the new scheme the
average employee rate for the scheme as a
whole will increase to 6.3%.



Benefit structure

The pension accrual rate in respect of
pensionable service from 1 April 2008 will
increase from '/3oth to '/6oth, but there will be
no automatic lump sum. A lump sum can be
provided for by commuting or giving up part of
the pension at the rate of £12 of lump sum for
every pound of pension commuted. Pension
benefits accrued to 31 March 2008 will remain
unchanged and will be calculated at the rate of
'/8oth pension and 3/g8oth lump sum.

The normal retirement age will remain the same
under the new scheme at age 65. In cases of
normal voluntary retirement before age 65,
pension benefits accrued from 1 April 2008 will
be subject to an actuarial reduction if taken
between age 60 and 65. However, if under the
current scheme the scheme member would
have had the right to receive an unreduced
pension between age 60 and 65 under the
85-year rule, they will continue to be able to do
so in respect of pension benefits that accrue in
respect of service to 31 March 2008. (The
85-year rule is where the member’s age plus
pensionable service in whole years equals or
exceeds 85).

Additional protection applies to scheme
members who reach age 60 and satisfy the
85-year rule before 1 April 2016. In these cases a
reduction would not be applied to benefits
accrued in respect of service from 1 April 2008
to 31 March 2016. Consultation is currently
taking place on extending this date from

31 March 2016 to 31 March 2020.

- Dependant’s pensions
Cohabiting partners will be eligible for
payment of a survivors pension in the same
way as is provided under the current scheme
for spouses and civil partners.

- Il health retirement
A two-tier ill health retirement provision will
replace the single tier provision of the
current scheme. The current scheme provides
the same scale of benefits to all who are
retired on permanent ill health grounds,
irrespective of the level of their incapacity
or potential re-employment capability.
The intention of the two-tier system is to
provide a greater level of benefits to those
who are most in need.

+ Death benefits
The lump sum death in service payment will
be increased from 2 years pensionable pay to
3 years.

The minimum pension payment guarantee
will be increased from 5 years pension to
10 years.

« Purchasing additional pension
Scheme members will not be able to purchase
additional periods of service (added years
contracts) under the new scheme. Instead of
buying added years there will be a facility to
purchase specific amounts of pension from
£250 to £5,000 per year. Members with
existing added years contracts will be
permitted to continue with their contracts.

New scheme employers

East Surrey Rural Partnership joined the scheme
on 3 July 2006.
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Investment Report

Investment Management

Investment powers

The principal powers governing investment
activity and management are defined in the
Local Government Pension Scheme
(Management and Investment of Funds)
Regulations 1998 (as amended) which permit
a wide range of investments subject to the
following restrictions:

« No more than 15% of the Fund may be
invested in securities that are not quoted on
a recognised stock exchange.

« No more than 10% of the Fund may be
invested in a single holding, and no more
than 35% of the Fund may be invested in unit
trust schemes managed by any one body and
open-ended investment companies managed
by any one body.

« No more than 10% of the Fund may be
deposited with any one bank.

+ Loans from the Fund, including money used
by the administering authority or lent to
other local authorities, but not including
loans to the government, may not in total
exceed 10% of the value of the Fund.

Investment management
The main regulatory stipulations applying
during the year were:

« an administering authority may appoint one
or more investment managers to manage and
invest fund monies on its behalf.

« when appointing fund managers the
administering authority:

- must be aware that the investment
manager is suitably qualified

- must be satisfied that there are an
adequate number of managers and that
the sums to be managed by any one will
not be excessive

11

- must take proper advice

+ the investment manager must provide at
least once every three months a report
setting out his actions.

+ the investment manager must have regard
to the need for diversification of investments
of fund monies and to the suitability of
investments which he proposes to make.

- the regulations also impose requirements
concerning the terms of appointment and
the reviews of the performance of fund
managers.

In November 2003 an amendment to the Local
Government Pension Scheme Regulations was
introduced. This amendment provides local
authorities with the opportunity to increase
their exposure to certain types of investment,
but only where:

« proper advice has been obtained

« the decision has been made with due regard
to the general provisions of the
regulations

+ the Statement of Investment Principles has
been revised and published.

The headrooms are not mandatory and
individual authorities can, if they prefer,
maintain existing investment policy.
Surrey has decided to maintain its existing
investment policy at this moment in time.

However, a temporary increase in the amount
that could be invested in unit trust schemes
managed by any one body — from 25% to the
35% permitted by Regulations — was applied to
enable Legal and General to passively manage
assets that were transferred from SG Asset
Management on the termination of that UK
Equity mandate.



At Surrey the responsibility for the overall
direction of the Fund’s investment is delegated
to the Head of Finance who acts in consultation
with the Chairman of the Investment Advisers
Group. The Investment Advisers Group
comprises:

. 4 County Council members
2 District Council members
. 1 representative of the scheme members

2 professional investment advisers

the Fund is separated into three elements

passive core
specialist core
satellite

There are a number of external investment
managers, who have been appointed to
undertake day-to-day decisions on the allocation

of investment between types of asset and
choices of individual stocks within approved
classes. They are required to take a long-term
view, balancing risk against return and are
remunerated on scales related to the value of
funds under management. Twice yearly
meetings are held with the external managers
who explain the reasons for their actions, and
propose a strategy for the coming period.

In addition the Fund has investments in private
equity funds managed by ISIS Equity Partners,

H G Capital, Blackrock, Goldman Sachs and
Standard Life with some residue funds in
Bridgepoint Capital (formerly funds managed by
Gartmore Asset Management). At 31 March
2007 the market value of assets under
management (excluding assets held by Surrey
County Council) was £1,721 million; the
proportion with each of the managers being:

Investment Manager Mandate Funds under | Proportion of
management | funds under
tm managements

Passive Core

Legal & General Investment Managers | Multi asset 562.8 32.7%

Specialist Core

UBS Global Asset Management UK/global equities 277.0 16.0%

Marathon Asset Management Global equities 170.6 9.9%

Western Asset Management Fixed interest 2256 13.1%

ING Real Estate Property 110.8 6.4%

Satellite

Mirabaud UK equities 69.8 4.1%

Majedie UK equities 71.4 4.2%

TCW US equities 42.4 2.5%

JP Morgan Japanese and Pacific 50.4 2.9%

Basin equities

Citigroup Emerging markets equities 59.3 3.5%

Schroders European equities 55.5 3.2%

Other Private equity 25.6 1.5%

12




Market Background

(Courtesy of Paul Meredith, independent
investment adviser)

Economic and market background

The global economy enjoyed a further year of
good growth thanks to the continuing benign
combination of rapid industrialisation in the
East and modest inflation and low interest rates
in the West. China and Southern Asia have
supplied developed consumer markets with
goods at prices that simply can’t be matched at
developed world labour costs and India has
increasingly provided services to the English
speaking business world. This globalisation has
been a powerful restraint on the price of durable
goods, services and labour, and permitted lower
interest rates in the West than would otherwise
have been the case, albeit US interest rates have
gradually risen from extreme low levels. For
many industrial companies worldwide
conditions have been very favourable.

The financial sector profited from the success of
its customers with banks experiencing a
prolonged period of low bad debts, particularly
in their core corporate market. Credit became
notably cheap and plentiful with extra liquidity
provided by rapid growth in securitised assets,
with incentives to the originators that may well
have helped to exaggerate this credit cycle. Easy
credit was also a stimulus to the consumer and
to house prices. It also facilitated increased
corporate acquisition and leveraged buy-out
activity. London has been at the heart of much
of this and has gradually become established as
the main financial centre of Europe and of
several global sectors.

UK companies involved in wholesale financial
services and international business experienced
boom times. But for what remains of traditional
mass manufacturing and agriculture and those
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that service them, this bonanza and the
associated strength of sterling must have
seemed like the last straw. For the domestic
economy, conditions have been between these
extremes with consumer confidence reasonable,
plentiful cheap labour from an extended
European Community and some growth in
public spending.

A high level of merger and acquisition activity
and unprecedented levels of private equity
involvement across Europe drove valuations of
all but the very largest companies. Towards year
end the rise in interest rates and signs of
weakness in US housing and mortgages
provided some restraint. The UK equity market
returned 11%, well short of all the preceding
three years of sharp recovery from the trough in
early 2003 but still above the average over five
years of 9%pa, as this includes the significant
down year in 2002/3. Returns from European
equities were marginally higher at 12% [10%pa
over five years] and emerging markets returned
7% [17%]. The weakness of the dollar and yen
restricted the returns in North America and
Pacific Basin, respectively —1% [0%] and —2%
[9%]. UK property produced another excellent
return at 18% [15%] with London offices to
the fore. Fixed interest and index-linked gilts
were muted, returning respectively 1% [5 %]
and 3% [7%].

Outlook

Even the main equity markets have doubled in
value since early 2003, climbing the usual “wall
of worry” including latterly the August 2007
“credit crunch”. The genesis of this latest crisis
was the slowdown in US housing sales and
distress in the associated “sub-prime” mortgage
market. This highlighted the difficulty in pricing
many “asset backed securities” which
incorporate these dubious mortgages.



With banks’ liabilities uncertain, they naturally
hoarded cash and the resulting atrophy of the
inter-bank money market led to a run on
Northern Rock in the UK and interest rate cuts
in US and Euro. Credit conditions will not quickly
revert to earlier profligacy. However the
authorities have been exposed as doing
everything within their powers to avoid any
significant impact on the wider economy
despite the serious long-term moral hazard
implications of bailing out the investment
banking instigators and their stooges in regional
and mortgage banks.

At the time of writing [3 October 2007] equity
investors seem to have taken their cue by
treating recently reported banking provisions
as a “one-off”. The engine of world growth is
increasingly in Asia and valuations of major
global businesses on most traditional measures
are not high given the strong trend growth
seen in earnings, dividends and share buy-backs.
Nevertheless current profit margins are
exceptionally high and reversion to the benign
globalisation scenario of recycled surpluses,
solid economic growth, modest inflation

and low market volatility should not be taken
for granted.

Oil is one potential risk. It will remain a key
component of economic activity for several
decades. Demand seems to have become less
sensitive to price and likely to gradually outstrip
supply, which is often constrained by
nationalistic policies that do not always employ
the latest extraction technology. Moreover the
isolation of Iran, potential instability in the
Arabian peninsular and the debacle in Iraq
provide a threat even to existing supplies. Russia
is flexing its growing oil and gas based muscle
and China is determined to procure and
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safeguard its own oil and mineral needs
in Africa.

China’s economy still shows no sign of any
easing in its breakneck growth with output
doubling approximately every six or seven years.
The resulting rapid increase in living standards is
a powerful stimulus for cooperation but the
mass exodus from the countryside to city is
causing enormous social strains. Central state
control has managed to muddle through
without resorting to excessive force partly
because the Chinese leadership has shown
remarkable collegiality and pragmatism, to date.
With widespread official corruption, weak
property rights, the majority of the population
economically disenfranchised and unrest on its
borders, it is unlikely that this momentous
transition to a developed modern state will be
entirely serene. With China now a major
component in the global economy any
disruption could have significant ramifications.

Markets are also vulnerable to exchange rate
instability particularly in the world’s main
reserve currency, the dollar. The US trade deficit
has stabilised but at a level that still requires
growing Asian manufacturing and Middle
Eastern oil surpluses to be recycled substantially
in dollars. Personal oil wealth from the Middle
East and Russia has also sought a home [and
homes] in the UK and with a spate of takeovers
of UK companies by foreign buyers sterling has
been strong. This sale of domestic assets,
whether of Treasury bonds, companies, property
or infrastructure could in theory continue for
many years but if it begins to feel like the
“rake’s progress” then investors may take fright
and US and UK trade imbalances may again
loom large.



Western democratic leaders struggle with

the conflicting needs to attract the most
competitive global professional service
industries and to moderate the resulting
growing inequality in domestic wealth.
Pressure comes through the ballot box with job
losses in traditional labour-intensive industries
hitting the headlines and the regional if not
national psyche, particularly in the US, whereas
the steady accumulation of high tech and
service jobs is mainly piecemeal and goes
largely unreported. Calls for protection of “key”
industries and their workers become hard to
resist and inhibit progress on international
co-ordination on free trade and related
ecological issues.

Even if economic conditions stay reasonably
robust, more normal credit conditions and even
a partial return to traditional banking values
may dampen financial innovation and reduce
takeover activity. Equity returns can hardly
continue to replicate the meteoric rises of the
last four years. Alternatives are unlikely to do
any better. Bond yields offer only fairly modest
premia over expected inflation. UK commercial
property prices, particularly London offices, have
been reflecting a “squeeze” on supply, with the
cost of finance well above rental income, but it
seems likely that this bubble has burst.

15

Strategic asset allocation

Following a review by Hymans Robertson it was
decided in February 2007 that the bulk of the
Fund, 72%, continue to be held in equities to
produce the higher long-term returns that
should help to minimise employer contributions.
This balance is struck with bonds and property
providing diversification and hence moderating
potential short-term upward fluctuations in
those contributions if equity markets again
suffer a major downturn as in 2000-3.

The exposure to property is being increased
marginally at the expense of equities.

The property manager [INC] has recommended
that the incremental investment should be
directed to European commercial property
funds and this has been approved.

Historically the Fund’s equity exposure has been
predominantly in the UK stockmarket [in recent
years 62.5%]. However this has become
increasingly concentrated on a few
multinational corporations and therefore less
representative of the UK economy, so the
proportion will be adjusted to 50% in the
current year with the appointment of a new
overseas equity manager. At the same time the
overseas equity benchmark distribution will
move some way from the former equal weights
for North America, Europe [ex UK] and Pacific
Basin towards market capitalisation, which
weights the US more highly. There has
historically been some risk benefit from hedging
part of the associated overseas currency
exposure back into sterling and it has been
decided that 50% of the underlying exposure to
major currencies will be hedged.



Portfolio distribution

The distribution of the portfolio at 31 March 2007 and 2006 is shown below. The top charts show
distribution over the entire structure of the portfolio, whereas the bottom charts provide more
detailed analysis of the overseas equity sectors.

Portfolio distribution at 31 March

31 March 2007
Property unit trusts
6.3%

31 March 2006

Property unit trusts
5.8%

Cash 2.9% UK fixed Cash 2.9% UK fixed
. ) interest . . interest
Private equity 1.5% 10.4% Private equity 0.9% 10.6%
Overseas Overseas Overseas Overgeas
equities fixed equities fixed interest
29.2% interest 30.3% 5 2%
UK index
-—— UK index = -\ linked
linked ‘\\“-T(- 1.4%
2.0% Overseas
o index linked
verseas o
index linked 0.3%
0.1%

UK equities 43.4%

UK equities 42.6%

Overseas equities distribution at 31 March

31 March 2007

Europe
£164.6m

Japan
£81.6m

United United
States States
£135.4m £129.0m

Emerging markets £59.3m

31 March 2006

Europe
£152.3m

Japan
£102.3m

Rest Rest
of the of the
world world
£69.3m £49.8m

Emerging markets £54.0m
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Investment distribution

The chart below shows how the Fund has been invested over the last five years.

foo0
2,000,000 —
Fixed interest
1,500,000 — M Index linked
B UKequities
1,000,000 — B Overseas equities
B Other
500,000 |— B Cash
o

2003 2004 2005 2006 2007

Investment activity

The net investment activity during the year ended 31 March 2007 is reflected in the chart below.

M Net sales B Net purchases

Fixed interest: UK 20.6
Fixed interest: Overseas
Index linked: UK

Index linked: Overseas
Equities: UK

Equities: Overseas
Property unit trusts

Development capital

fm g 25




Investment performance performance against the customised benchmark
performance.

The Fund participates in two investment
performance measurement services that assess
the rate of return achieved by the Fund and
provide comparisons with the performance
achieved by other pension funds. The Society of
County Treasurers and the Chartered Institute
of Public Finance and Accountancy, through the
WM Company, provide one of these services,
covering local authority pension funds. Surrey’s
global custodian Northern Trust provides the
other service, measuring the Fund’s

Performance against target and benchmark
is continually reviewed at regular intervals,
as stated in the Fund’s Statement of
Investment Principles.

The graph below shows how the Fund is
performing over the short and longer-term
periods in comparison to the WM Universe
and the Surrey Benchmark.

%
15 —
B Surrey County Council
2 —
! B WM (LA) Universe
9 B Surrey benchmark
6
3
o
2002/2007 2004/2007 2006/2007

Annual returns over each of the last five years, and for three and five years were as follows:

Financial years SCC (measured by WM local authority Surrey benchmark
Northern Trust) % universe % %
2006-2007 7.0 7.0 7.0
2005-2006 24.9 24.8 263
2004-2005 11.6 11.7 11.5
2003-2004 25.5 23.9 233
2002-2003 -20.4 -20.1 -20.5
2004-2007 (3 year average) 14.4 14.3 1 4.6
2002-2007 (5 year average) 8.4 8.2 8.2
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All the rates of return quoted take into account investment income as well as realised and unrealised
capital profits or losses in the period. The Surrey benchmark figure for the 5-year period reflects both
the current core-satellite approach and old balanced structure.

Annual returns for fund managers

The annual investment returns as at 31 March 2007 for each fund manager grouping, and by asset
class, are shown below.

% Passivelactive core manager returns Satelite manager returns
20 — M % rate of return 18.8 B % rate of return
B % benchmark : % benchmark
12.4
115112 140112
9.8 10.2
7.0

-39 -30 |
I_ |
30 -14
-5 LGIM UBS UBS  Marathon Western ING Mirabaud Majedie  TCW JP Citigroup Schroders
Global UK Real Morgan
Equity  Equity Estate
Pension fund performance measured by asset
class for the year ended 31 March 2007
Portfolio % Index %
UK equities 10.9 11.1
Overseas equities
North America -0.1 -0.9
Europe 11.3 12.4
Japan -7.5 -9.9
Pacific Basin 13.1 12.3
Emerging markets 9.8 7.0
UK fixed interest
Gilts 0.5 0.6
Non-Gilts 1.3 0.8
Overseas bonds -3.5 -5.1
Index linked 30 3.0
Property 19.0 16.6
Total fund 7.0 7.0

19



Report of the Actuary

Report of the Actuary for the year ended

31 March 2007

As required by Regulation 77 of the Local
Government Pension Scheme Regulations 1997,
an actuarial valuation of Surrey Pension Fund’s
assets and liabilities was carried out as at

31 March 2004.

Security of prospective rights

In my opinion, the resources of the Fund are
likely in the normal course of events to meet
the liabilities of the Fund as required by the
Regulations. In giving this opinion, | have
assumed that the following amounts will be paid
to the Fund:

« Contributions by the members in accordance
with the Local Government Pension Scheme
Regulations 1997 at the rate of 6% of
pensionable pay for all members except
manual staff who joined before 1 April 1998
who contribute at the rate of 5% of
pensionable pay

« Contributions, for the three years
commencing 1 April 2005, by the employers
as specified in our Rates and Adjustments
certificate dated 22 March 2005,

Summary of methods and assumptions used
Full details of the method and assumptions are
described in our valuation report dated March
2005 and the Rates and Adjustments certificate
contained therein.

Copies of these documents are available on

request from the Finance Department of Surrey
County Council.

My opinion on the security of the prospective
rights is based on:

- the projected unit valuation method where
there is an expectation that new employees
will be allowed to join an employer; or

« the attained age valuation method for
employers who were closed to new entrants.

These methods assess the cost of benefits

accruing to existing members during:

« the year following the valuation; or

+ the remaining working lifetime, respectively
allowing for future salary increases. The
resulting contribution rate is adjusted to
allow for any difference in the value of accrued
liabilities and the assessed value of assets.

Valuation of assets

A “market related” valuation method has been
used. However, in the previous valuation, a
“smoothed” approach was taken for deriving
the financial assumptions and assessing the
value of assets. At the 2004 valuation, such a
smoothing methodology was not used to devise
the financial assumption — spot yields were
used instead. Nor was any smoothing used in
assessing the asset values.

Valuation assumptions
The key financial assumptions adopted at the
2004 valuation are set out in the table below:

Financial assumptions

Discount rate
Pay increases
Price inflation/pension increases

March 2004 unsmoothed
% p.a. nominal % p.a. real
6.3% 3.4%
4.4% 1.5%
2.9% -

20



The 2004 valuation revealed that the Fund’s
assets, which at 31 March 2004 were valued at
£1,1707 million, were sufficient to meet
approximately 68% of the liabilities accrued up
to that date.

Individual employer’s contributions have been
set in accordance with the Fund’s funding
strategy statement. The deficit for each
individual employer is being spread over a
period up to a maximum of 20 years. Any
increases in contribution rates from 31 March
2005 are being phased in over a period of up to
three years.

Forthcoming actuarial valuation

The next valuation of the Fund will be carried
out as at 31 March 2007 and the results known
later that year. This valuation will allow for the
experience of the Fund since 31 March 2004 and
up-to-date financial assumptions at that time.

My opinion on the security of prospective rights
is dependant upon any increased contribution
requirements being met by the employers. This
statement should be read in the context of the
statutory nature of the scheme.

Prepared by:
Lis Ll
/

Bryan Chalmers FFA
14 June 2007
For and on behalf of Hymans Robertson LLP
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Statement of Accounts

Statement of responsibilities and
certification of accounts

The responsibilities of the County Council
The County Council is required:

+ to make arrangements for the proper
administration of the financial affairs of the
Fund and to secure that one of its officers
has the responsibility for the administration
of those affairs. In this Authority, that officer
is the Head of Finance.

« to manage the Fund’s affairs to secure
economic, efficient and effective use of
resources and safeguard its assets; and

+ to approve the statement of accounts.

The responsibilities of the Head of Finance

The Head of Finance is responsible for the
preparation of the Fund’s statement of accounts
in accordance with proper practices as set out in
the CIPFA/LASAAC code of practice on local
authority accounting in Great Britain (“the code
of practice”).

In preparing this statement of accounts, the
Head of Finance has:

« selected suitable accounting policies and
then applied them consistently;

- made judgements and estimates that were
reasonable and prudent;

« complied with the code of practice;

The Head of Finance has also:

+ kept proper accounting records which were
up to date;

- taken reasonable steps for the prevention and
detection of fraud and other irregularities.
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Accounting policies

Accounting standards

The accounts have been prepared to meet the
requirements of the Local Government Pension
Scheme Regulations 1997 and in accordance
with the Statement of Recommended Practice
(SORP), “Financial Reports of Pension Schemes”.

Actuarial position

The accounts summarise the transactions of the
Scheme and deal with the net assets. They do
not take account of liabilities to pay pensions
and other benefits in the future. They should
therefore be read in conjunction with the
actuarial position on page 20, which takes such
liabilities into account.

Contributions, benefits and transfer values

Contributions and benefits are included on an
accruals basis.

« Transfer values are accounted for on a cash
basis apart from bulk transfers, which are
accrued at year end. No 